
ILLINOIS 

ILLINOIS COMMERCE COMMISSION 

ILLINOIS COMMERCE COMMISSION : 
ON ITS OWN MOTION 

-vs- 
CONSUMERS ILLINOIS WATER COMPANY i 

Proposed general increase in water rates : 

AFFIDAVIT OF ROY A. KING 

STATE OF ILLINOIS 

COUNTY OF SANGAMON 

00-0337 
00-0338 
00-0339 
(Consolidated) 

ss 

I, Roy A. King, being duly sworn on oath state that I am the same Roy A. King 
identified in the following exhibits: 

ICC Staff Exhibit 6.00 (direct testimony consisting of a cover page and 8 pages 
of text in question-and-answer form) and 

ICC Staff Exhibit 13.00 (rebuttal testimony consisting of a cover page; 4 pages of 
text in question-and-answer form; and Schedules 13.01, 13.02. 13.03. 13.04, 
13.05, 13.06, 13.07, 13.08, and 13.09); 

that I have prepared the above exhibits and am familiar with the contents thereof; and 
that the above exhibits are true and correct to the best of my knowledge as of the date 
hereof. 

Further affiant sayeth not. 

SUBSCRIBED AND SWORN to before 
me this 14’h day of November, 2000. 

NOTARY PUBLIC 
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DIRECT TESTIMONY 

of 

ROY A. KING 

WAT~:.D~*~~~f#&#f? 

FINANCIAL ANALYSIS DIVISION 

ILLINOIS COMMERCE COMMISSION 

CONSUMERS ILLINOIS WATER COMPANY 

DOCKET NO. 00-0337/00-00338/00-0339 

CONSOLIDATED 

August4, 2000 
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Please state-your name and~business add- 

My name is Roy A. King. My businessaddress is 527 East Capitel~Avenwe,: 

Springfid$zll~~ois,627e~. 

By whom are you employed and in what capacity? 

I am employed by the Illinois Commerce Commission (Commission) as a Economic 

Analyst in the Water Department of the Financial Analysis Division (FAD). 

How long have you been employ&by tlitiommission? 

Since August of 1979. 

Will you please briefly state your qualifications? 

I graduatedfrom,Chicago Technical~College in 1970with a Bachelor of Science 

degree in Architectural Engineering. 

From 1970 to May 1979, I served with the U.S. Navy. My assignments included 

those of Maintenance Supervisor, Instructor, Counselor for a Drug and Alcohol PRJ- 

gram, and managing a division of 30 men and its related equipment. Since August 

1979, I have been continLl0~~.employed:l>yth%Gom~~s~n~~ Until:mid4Q82,:I was 

assigned to the PublicUtlllties.Division, Engineering Department, Gasand Electric 

Section as a Utility EngiR~~M~u~~~w~~i~~hi~ r&&es&and 

the Chief Engineer in the administration of all engineering matters associated with 

the regulation of privately owned gas and electric utilities in the State of Illinois. 
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During this period, my duties included (1) evaluating ratefilingsand~ rules~and~rzsg~~ 

lations filings, (2) assisting the Consumer Services Division, upon reqweat,jnhae- 

dling investigations and,correspondence relating:to electri~and-gasjn~i~~~~~~ 

complaints, (3) evaluating testimony presented by the utilitiesand conducting cross- 

examination, (4) testifying on behalf of Staff in applications for Certificatesof Con- 

venience and Necessity (Certificates), rate proceedings and other formal cases 

which contain issues requiring review by the Engineering Department, and (5) proc- 

essing other work as directed by the Chief Engineer. 

In 1982, Staff functions were reorganized and I was assigned to the Water and 

Sewer Section within the Engineering Department. My duties were very similar to 

those previously described, except that I worked on matters associated.with water 

and sewer utilties. 

In November of 1992, engineering and rate matters for water and sewer utilities 

were transferred to the Office of Policy and Planning (OPP) and I was assigned to 

OPP. My duties include (1) evaluating rate schedule filings, and rules and regula- 

tions filings, (2) assisting the Consumer Services Division, upon request, in handling 

inquiries and complaints, (3) evaluating testimony presented by~the~~utilit@sand 

conducting crossexamination,(4) testifying on behalf of Staff in applications for 

Certificates, rate proceedings, and oth~~f~rmelca~~i~~~~~~~~~~ 

ing review by OPP, and (5) reviewing cost-of-servicestudies for the water and 

sewer utilities when so assigned. In 1997, Staffs functions were reorganized and I 
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was assigned to the Rates Department within FAD (formerlyPublic UtiiitteaDivi~. ~’ 

sion). in 2000, Staffs functions were reorganized forming a Water Departmentand- 

I was assigned to the Water Department. My duties arethe-sameastheaeprev+ 

ousiydescribed. 

Since being employed by the Commission, I have received an Associates Degree 

in Business Administration from Lincoln Land Community College, Springfield. iiii- 

nois, and in 1985, I received a Bachelor of Arts Degree in Management from the 

University of Illinois. Springfieid,(formeriy Sangamon State University); Springtietd; 

Illinois. 

in addition, I have attended a number of courses regarding utility regulation, 

including several sponsored by the NationalAssociation of Regulatory Utiiity Com- 

missioners (NARUC). I completed a one-week utility rate seminar co-sponsored by 

the NARUC Water Committeeand the University of Utah Center for Continuing 

Education. I have also completed a course in Sewage Treatment Plant Operations 

which was sponsored by the EnvironmentalTraining Resource Center at Southern 

Illinois University and three courses in depreciation practices which were sponsored 

by Depreciation Programs, inc. 

Are you a member of any professional ~organizaMon& 

Yes, I am a member of the Illinois Potable Water Operator’s Association, Illinois 

Section of the American Water Works Association and American Water Works As- 

3 



70 sociation. 

71 

72 

73 

74 

75 

76 

a. 

A. 

Q. 

A. 

What& ths-purposelof~thet~~ 

Consumers Illinois Water Company (‘CIWC” or “Company”) has filed revised tariff 

sheets seeking a general increase in water rates in its Kankakee. Vermilion and 

Woodhaven service areas. The proposed increases are designed to increase an- 

nual revenues by approximately 19.1%, 21.75%. and 57.7%. respectfully. 

77 

76 What is your~assignment in this case? 

79 

80 

81 

82 

83 

I was assigned by the Director of the Water Department to participate on behalf of 

the departmentto examineCiWC’s filing to assess the reasonableness of its re- 

quest for increases in water rates. Specifically, I am responsible for presenting tes- 

timony concerning the reasonableness of the proposed depreciation rates pre- 

sented by the Company’s witnessMr. John M. Guastella. 

8.4 

85 DEPRECIATION 

86 

87 

88 

89 

90 

91 

Q. 

A. 

Are you familiarwith the testimony and exhibits of Mr. Guasteila concerning 

depreciation rates being proposed by CIWC for the water facilities in 

Kankakee, Woodhaven and Vermilion? 

Yes, I have personally reviewed the testimony and exhibtkspresented by Mr. 

Guastelia. 

Docket Nos. 00-0337/00-0339/00-0339 Consolidated 
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Have you previously performed any depreciation studies and/or testIfk& 

and recommended depreciation rates? 

I participated in the following dockets which included~requestsforapprevskf~ 

depreciation rates: 

Illinois-AmericanWater Company 
Consumers Illinois Water Company 

Citizens Utilities Company of Illinois 
Northern Illinois Water Corporation 
Consumers Illinois Water Company 
Consumers Illinois Water Company 
Illinois-American Water Company 

-Docket No. 92-0116; 
-Docket Nos. 950307; and 

95-0342 (Consolidated); 
-Docket No. 94-0481; 
-Docket No. 97-0254; 
-Docket No. 98-0632: 
-Docket No. 99-0258; and, 

-DocketNo. Ooip3@0, 

What analysis did you perform of the depreciation rates being proposed by 

Mr. Guasteila? 

I analyzed CiWc’s depreciation rates generally, emphasizing plant servicelives and 

net salvages. in this instance, the Company does not have sufficientplant retire- 

ment experience to permit a simulated plant balance method for estimating the 

service life or the net salvage values. Therefore, I examined the average service 

lives and salvage values of other companies with reasonabiycomparabiefaciiities, 

for which I had previously performed similar depreciation studies to determine the 

appropriated service lives and salvage values for this depreciation study. Also, I re- 

viewed the information used by Mr. Guasteiia in calculating-his proposaddeprecie- 

tion rates and checked several accounts using the Average Service Life Method. 

Could you please describe the Average Service Life Method. 

5 
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ii9 A. 

120 

121 

122 
123 

124 Q. 

125 

126 A. 

127 

128 

129 Q. 

130 

131 

133 A. 

134 

136 

137 Q. 

138 

139 

140 A. Yes: I considerthe practice typical. In those cases, I reviewed depreciationstudies 

141 relating to Iowa-Illinois American Water Company, Kentucky-American Water Com- 

The Average Service Life Method (ASL) recovers the origin&cost, adjusted for net 

salvage-over the average life~of the plant. according to the foiiowing~formuia~~ 

Original cost minus Saivaoe = AnnualDepreciation~Rete 

Average Service Life (yts.) 

How do the rates proposed by CIWC compare with the rates approved by 

the Commission in the similar cases you considered? 

The depreciation rates proposed are consistent with the average service lives and 

net salvags-vaiuesth~-\Nereapprovedfw-th8:CIWC, Northam llliieia WaterCotpo- 

ration, and Illinois-American Water Company dockets previously mentioned. 

In your opinion is the Company’s request to raise the annual depreciation 

rates from an over&composite rate of 2.94% to 3.13% for Kankakee, 3.07% 

to 3.20%forVermilion and 2.00% to 3.25% for Woodhaven as set forth in 

CIWc’s Exhibit 8.1, Schedules 2,3 and 4 respectively, appropriate? 

Overall the depreciation rates recommended by Mr. Guastelia appears to be 

appropriate. However, it appears that Account 340 “Data Processing Equipment” 

should be broken down into sub-accounts to be more sensitive to the service life 

and retirement of computers and software. 

During your investigation in earlierillinois-American Water Company and 

Consumers Illinois WaterCompany-zrate proceedings, did you review any 

other depreciation studies? 
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142 pany, New Jersey Water Company, Consumers IllinoisWaterCompany(fomlelJy 

143 Inter-State Water Company) as well as the depreciation rates being utilizedby Arte; 

144 sian Water Company, inc. and Elizabethtown Water Company. 

145 Q. Are you recommending that Account 340 “Data Processing Equipment” be 

146 broken down into sub-accounts to be more sensitive to the service life and 

147 retirement of computers and software? 

146 A. Yes. I have recommended to the Commission’s Accounting Department Staff 

149 that the Depreciation Expense for the Account 340 be calculated on the present 

150 composite rate until our investigation is completed. On August 24,.2000, asked 

151 in a data request to CIWC (RAK 7.00) that the following information be provided 

152 for Account 340: 

E 
155 

:: 
156 
159 
160 
161 
162 
163 
164 
165 

a) Oftice Furniture 
b) Personal Computers 
c) PC sofware 
d) Mainframe Computers 
e) Mainframe Sofhvare 
9 Other Machinery&Equip. 
I also requested that the total of items (a) through (9 should be reconciled to the 

7 

OFAte Original Depreciation 
of COSl R-, 

Purchase Test Yr. Test Yr. 

166 Company’s test year rate base for Account 340. I recommend that the Company file 

167 this informationas~patiof the&ebutM&ati~:~~ 

168 

169 a. Do you support the Company’s proposal to utilize separate rateefor each 

170 primary account to calculate the depreciation expense? 
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171 A. 

172 

173 

174 

17.5 

176 

177 

178 Q.. 

179 A 

Yes, I am recommending that the depreciation expense,be calculatedutiliztng .~ 

separate rates for each primary account as set forth in the Company’s ExhibSt~S.1, 

Schedules 2,3, and 4, withthe exceptionof account 340 “Date ProeeseiagEquip~ 

ment,” which should be broken down into sub-accounts. In my opinion, separate de- 

preciation rates for primary accounts are more sensitive to the service life and re- 

tirement in a specific account than a composite rate. As such, rates by primary ac- 

counts result in a more accurate allocation and recovery of depreciation expense. 

Does this conclude your Direct Testimony? 

Yes, it does. 
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of 
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FINANCIAL ANALYSIS-DIVIStON~ 
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DOCKET NO. 00-0337100-00338100-0339 
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Q. 

A. 

Q. 

A. 

a. 

A. 

ct. 

A. 

a. 
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Please state your name and business address. 

My~,name+s R~oyA. ,King~i~z My business addressis 527 East:Capit&Avenue, 

Springfield,.lllinois, 62701. 

By whom are you employed and in what capacity? 

I am employed by the Illinois Commerce Commission (Commission) as a 

Economic Analyst in the Water Department of the Financial Analysis Division 

(FAD). 

Are you ,thssame~ Roy A. King who previousiy submitted~lCC Staff Exhibit 

6.0 in the direct case? 

Yes. I am. 

What:is the, purposeof your-rebuttsl~testlmony~? 

My rebuttal testimony is in response to the rebuttal testimony of the Company’s 

witness John M. Guastella. Specifically, I am responsible for presenting rebuttal 

testimony and exhibits concerning Mr. Guastella’s proposal concerning the de- 

preciation rates for the sub-accounts to Account 340. 

Are you familiar with the testimony~presented by~Consumerslllineie Water 

Company’s (CIWC) witnesses Mr. John ful. Guastella? 

Yes, I have personally reviewed the testimony present&by Mr.-Guestella. 

Based on Mr. Guastella’s rebuttal testimony, does it appear that CIWC is 

1 
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25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

46 

47 

48 

A. 

Q. 

A. 

a. 

A. 

Q. 

accepting the average service lives and net salvage values as set forth in 

your response to~.theCompany’s datarequest2.0 with-exceptions for Main- 

frame Computers and, Softwaresubaccounts? 

Yes. 

In his rebuttal testimony, Mr. Guastella recommends that the average 

service life for mainframe computers and software should be 8 years for 

both accounts. Do you support Mr. Guastella’s recommendation? 

Yes. Mr. Guastella’s rebuttal testimony (page 4, lines 15 - 19) provides an 

explanationdetailing his-discussion with a sales representative for mainframe 

computers and software. Based on the information provided by the sales repre- 

sentative and discussions with the Commission’s Information Technology Serv- 

ices (ITS), 8 ‘years appears to be~reasonable. The information provided by ITS 

supports Mr. Guastelia’s explanation on page.,4 of hisrebuttal-testimony. 

Have you recalculated the annual deprecation expense using the deprecia- 

tion rates proposed by Mr. Guastella in his direct testimony and the rates 

proposed for the sub-accounts to Account 340 for the Kankakee, Vermilion 

and Woodhaven Divisions? 

Yes. The depreciation expenses for the Kankakee~~Woodhavenand~Vermiliin 

Divisions are set forth on Schedules 13.01 through 13:09~.~ 

I show you documents marked for identification as ICC Staff Exhibit 13.0, 

Schedules 13.01 (Kankakee), 13.04 (Woodhaven) and 13.07 (Vermilion) and 

2 



49 

50 A. 

51 

52 

53 

54 Q. 

55 

56 

57 A. 

58 

59 

60 

61 

62 

63 

64 Q. 

65 

66 

67 A. 

68 

69 

70 

71 

72 
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ask you to identify these documents. 

Schedules 13.01, 13.04 and 13.07 set forth the resultsof my depreciation study 

utilizing the Average Service Life (ASL) method to determine the depreciation 

ratesfer the water~properbes. 

I show you documents marked for identification as ICC Staff Exhibit 13.0, 

Schedules 13.02 (Kankakee), 13.05 (Woodhaven) and 13.08 (Vermilion) and 

ask you to identify these documents. 

Schedules 13.02, 13.05 and 13.08 set forth the comparison between the present 

depreciation rates~and the results of my depreciation study utilizing the,ASL 

method. Under my proposed depreciation rates, I am recommending increases 

in the annual depreciation expense of $79.130 (or 5.7%) for Kankakee and 

$69,542 (or~86.7%) for Woodhaven as well as a similar decrease of $75,538 (or 

4.1%) for Vermilion. 

I show you documents marked for identification as ICC Staff Exhibit 13.0, 

Schedules 13.03 (Kankakee), 13.06 (Woodhaven) and 13.09 (Vermilion) and 

ask you to identify these documents. 

Schedules 13.03, 13.06 and 13.09 set forth the comparison between Mr. 

Guastella’s proposed depreciation rates and the results-of my~depreciation~study 

utilizing the ASL method. Under my proposed depreciation rates; I am reoom 

mending decrease in the annual depreciation ex~en~~,o~~~~~~r5lfor-3.1%) for 

Kankakee, $21,283 (or 12.4%) for Woodhaven and $66,142 (or 3.6%) for Ver- 

milion. 
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73 

74 Q. 

75 

76 A. 

77 

78 

79 
80 
81 

82 Q. 

83 

84 A. 

85 

86 

87 

88 Q. 

89 A 

In developing,your depreciation’rates, did,;you continust+wtlliza the-ML 

method? ” 

Yes. As explained in my direct testimony, the ASL recovers theoriginal cost 

adjusted for net salvage over the average life of the plant, according to the fol- 

lowing formula: 

Original Cost minus Salvaae = Annual Depreciation Rate 
Average Service Life (yrs.) 

Do you support the Company’s proposal to utilize separate rates for each 

account to calculate the ,depreciation expense? 

Yes, I am recommending that the depreciation expense be calculated utilizing 

separate rates for each account as set forth on Schedules 13.01. 13.04 and 

13.07;~~ 

Does this conclude your Rebuttal Testimony? 

Yes, it does. 

4 
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